
STOP 



Early Journal Content on JSTOR, Free to Anyone in the World 

This article is one of nearly 500,000 scholarly works digitized and made freely available to everyone in 
the world byJSTOR. 

Known as the Early Journal Content, this set of works include research articles, news, letters, and other 
writings published in more than 200 of the oldest leading academic journals. The works date from the 
mid-seventeenth to the early twentieth centuries. 

We encourage people to read and share the Early Journal Content openly and to tell others that this 
resource exists. People may post this content online or redistribute in any way for non-commercial 
purposes. 

Read more about Early Journal Content at http://about.istor.org/participate-istor/individuals/early- 
journal-content . 



JSTOR is a digital library of academic journals, books, and primary source objects. JSTOR helps people 
discover, use, and build upon a wide range of content through a powerful research and teaching 
platform, and preserves this content for future generations. JSTOR is part of ITHAKA, a not-for-profit 
organization that also includes Ithaka S+R and Portico. For more information about JSTOR, please 
contact support@jstor.org. 



INFLATION AS A WORLD PROBLEM AND OUR 
RELATION THERETO 

PAUL M. WARBURG 
Formerly Member Federal Eeserve Board 

THERE is no doubt that from the economist's point of 
view our topsy-turvy globe looks gravely ill just now. 
Mr. World lies prostrate, and the doctors at his bed- 
side are putting their heads together in anxious consultation. 
A Princeton specialist diagnoses the case as one of acute in- 
flation. If he could only arrest it he believes he could save 
the poor man. It is this terrible inflation, he contends, that 
causes Mr. World's high index temperature and disturbed cir- 
culation and that makes him consume so much and produce so 
little of essential substances. 

" No," replies another Professor, " he is so inflated only be- 
cause we cannot cure his condition of under-production and 
over-consumption." 

" Nonsense " says Dr. Vandersnip, " you have doped him too 
much, that's what causes the trouble. Stop using artificial 
stimulants and drugs and he will come through." 

" How could he have survived if I had not doped him " says 
Mr. Muchado, the surgeon, " and, having accustomed him to 
the drugs, how could I withdraw them from one day to 
another? ". 

"Let me stabilize him!" — urges Prof. Irving, another 
specialist. — " His bloodpressure is unbalanced; let me stabilize 
it; that would cure him forever! " 

Poor Mr. World looks at his doctors and feels very low — , 
he does not believe they quite understand his case. 

What is the matter with Mr. World ? 

The truth is that he has just passed through a very severe 
attack of his old trouble — war. He has never been quite free 
from it. Every now and then he had a more or less acute 
spell. But whenever it was over he soon forgot all about it 
and, instead of trying to mend his ways and find a permanent 
cure, he went back to his old bad habits. This last attack, 
however, was so grave that Mr. World has made up his mind 
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to sign a pledge that he will thoroughly reform his mode of 
living — if only he could survive. 

Will he make good when he gets well, or will he forget 
again? Who knows? But in any event the doctors must get 
him back on his feet and give him another chance. How can 
they do it? 

Let me discuss the case not from the point of view of the 
learned specialists, but from that of the plain country prac- 
titioner. 

In the life and death struggle of war sound economic 
precepts have to give way to the dictates of self-preservation. 
What orderly corporation could dare to issue millions of 
funded obligations for the purpose of covering running ex- 
penditures without any corresponding addition to its assets? 
But Mr. World increased his obligations by more than 
$200,000,000,000, while his plant and operating efficiency 
deteriorated at the same time. These loans were the drugs, 
they were necessary to save the patient, they stimulated his 
activities, they gave him a feeling of strength and con- 
fidence — ^while, as a matter of fact, each successive loan, like 
a drug, further weakened him and made recuperation so much 
more difficult. 

Can there be any doubt that from the day of the armistice it 
should have been our earnest endeavor as fast as possible to 
arrest the use of drugs, not only on the part of ourselves but 
also on the part of our friends, and even our one-time enemies ? 
But so thoroughly was the world " doped " that it took over a 
year from the date of the armistice for peoples to begin to 
recognize that they were living on a fictitious basis of pros- 
perity ; that by continuing to incur more debts, new wealth 
could not possibly be created, but that instead by increasing 
the national indebtedness and currencies they were simply de- 
preciating the value of investments saved in the past. 

The historian will be amused to register the utterly im- 
practicable and freakish theories and plans that, from time to 
time, were propounded when our generation was first faced 
with the problems of price inflation and depreciation of ex- 
changes. Today we smile at the thought that men who con- 
sider themselves leaders in economic and financial questions 
should seriously have entertained the view that prices could 
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be permanently kept down by price fixing, or prosecutions, and 
that depreciation of exchanges was due largely to Wall Street 
manipulations; that exchanges could be kept at par simply 
by organizing a national institution which should clear all 
transactions in foreign exchanges. 

Today we have no difficulty in understanding that once gold 
payments are suspended, foreign exchanges largely express 
the differential between various degrees of price inflation and 
money depreciation in the various countries affected, and the 
different conditions of productivity and credit. 

We have no difficulty, furthermore, in fastening in our 
minds the conclusion that now that the United States Govern- 
ment has definitely, as we hope, adopted a policy of living 
within its income, countries that persevere in covering current 
deficiencies by piling up additional indebtedness cannot expect 
to be able to arrest the fall of their exchanges in our markets, 
by the simple process of incurring new foreign loans. 

It is not my ambition in these short remarks to present any 
new views concerning the causes of inflation, which are gener- 
ally understood, but rather to dwell for a moment upon the 
relative position of sequence and importance of its various 
stages as they impress the country doctor. 

When war is declared the first thing that happens is that 
the government post-haste orders all the things immediately 
required for the carrying on of the struggle. (Simultaneously 
people are withdrawn from their regular occupations and 
others must be attracted to take their places) . The chief aim 
at that juncture is to get the things and to get them at once, 
the question of price becomes a consideration of almost 
negligible importance. Moreover, in order to stimulate pro- 
duction to highest efforts and beyond its normal peace capacity, 
attractive prices must be offered. Large prospective profits, in 
turn, bring about a competitive demand for materials and 
labor, and prices are thus started on their long upward flight. 

Government war expenditures are incurred with terrific 
speed and, as prices go up, expenditures rise in a constantly 
growing measure. War funds must be procured at once, while 
(aside from the dampening influence that over- taxation would 
exercise on the war spirit of a country and on its eagerness 
to increase war production) it takes time to pass laws, to 
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devise new sources of revenues and to organize the machinery 
with which to collect taxes. Government bonds must, there- 
fore, be issued and once the beginning is made, subsequent 
flotations follow in ominously quick succession.^ 

Moreover, high profits and high wages produce extravagance, 
and no matter how hard any government may try, it has been 
shown that everywhere government issues had to be placed in 
increasingly larger amounts than could be absorbed by the 
actual savings of the people. 

It is at this stage only that banking inflation begins to be- 
come a factor of far-reaching importance. As long as the 
countries maintain their gold standards, the necessity to pre- 
serve the power of commanding gold, or the fear of losing 
gold, or the apprehension that banking liabilities are expand- 
ing beyond the safe limits laid down by laws or tradition, act 
as effective brakes against over-expansion in banking and 

1 Permit me to interrupt here for a moment in order to answer Professor 
Hollander who criticised the Government this morning for having financed 
the war to so large an extent by the sale of certificates of indebtedness. To 
criticise is easy— is a French saying. I happen to have been right in the 
midst of it at the United States Treasury when we entered the war. Be- 
mands for money — hundreds of millions a week — were immediate. As al- 
ready stated, it takes time to raise money from taxation; but it also tfikes 
time to raise it from funded loans. Months pass by in devising plans, get- 
ting the necessary authority from Congress and preparing the organization 
for the distribution of the loan. During this period of preparation there is 
no other way than to raise the funds required through sales of Treasury 
certificates. By the time the issue of the long-term bonds is launched, the 
amount raised on certificates has grown already to so large an aggregate 
that the proceeds of the long-term bond sale hardly suflSce to pay off the 
certificates and keep the Government going for more than a very short time. 
Each issue of Liberty or Victory Loan Bonds had to be larger than the 
available savings of the nation. Each issue forced the country to pledge its 
future savings and left a constantly growing amount of unplaced bonds. 
The speed with which funds had to be raised for the purpose of financing 
our Allies and ourselves, was such that it was practically impossible to keep 
pace with the expenditures by the sale of funded obligations to the investor. 

I cannot follow Professor Hollander when he claims that a certificate of 
indebtedness in itself is an instrument of inflation and the funded debt is 
not. If the investor buys the certificate in anticipation of the long-term 
bond, the certificate is no more an instrument of inflation than the bond 
itself. If a bank buys bonds and pledges them with a Federal Eeserve 
bank, it inflates every bit as much as if it had taken a Treasury certificate 
and pledged it. It is not the instrument, but what you do with it that makes 
the difference. The investment market being congested, Treasury certifi- 
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thereby on over-speculation and excessive rises of prices. In 
nonnal times new evidence of wealth is produced by the 
addition of new tangible objects to the country's balance sheet, 
less what was consumed in the course of their production. Ex- 
pressed in unscientific language, this is what would generally 
constitute the annual savings of a nation. To the extent that 
in normal times savings do not catch up with the production 
of new objects, bank credit temporarily will be called upon to 
fill the gap. But as long as a gold basis is adhered to, there is 
a distinct limit up to which this expansion may go, when 
necessity or caution will force a halt. Banking expansion 
normally increases, therefore, in a definite relation to actual 
savings — hothouse growth on top of actual savings being 
limited by the relation to gold reserves which must be main- 
tained. In times of war these boundary lines are removed. 
The steel ring that before held tightly in its grasp the bulging 
bale is now converted into a weak rubber band. Investments 
and deposits do not grow any more as tangible assets of value 
are added to the country's resources, but they are swelled by 
government obligations issued for services of no lasting value, 
and even for work that destroys assets instead of producing 
them. Moreover, the rise of prices naturally increases the 
loan structure, which can now grow without let or hindrance, 
for serious consideration is no longer given to the shrinking 
of the gold reserve and, savings being unable to absorb gov- 
ernment bonds as fast as they are issued, reserve balances 
are created and currencies are issued against loans on govern- 
ment bonds, or as in some countries, against direct advances 
to the government. As long as reserve balances are created 
and circulation is issued only against self-liquidating paper, 

cates had to be placed largely with banks, and often with a view to being 
carried by the Federal Eeserve banks. That meant inflation, no doubt, but 
no other way was open to pay for the war. 

Whether more generous rates of interest, offered by the Government on 
its long and short term borrowing, would have assured better distribution, 
whether it would have saved the subscribers some part of their present 
losses, whether after the armistice higher interest rates should have been 
conceded more rapidly than they were — these are points on which observers 
may well differ. But that could only prove whether or not mistakes were 
made in handling the machinery; the machinery itself, which consisted of 
taxation and long-term bond issues, with intermediate sales of certificates 
of indebtedness, was, in my opinion, the best that could have been devised. 
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which represents things in course of production, and as long 
as this process is kept within a safe relation to gold, there may 
be more or less acute banking expansion, but there would not 
be any cause to call it inflation. It is when bank loans, re- 
serve balances or circulation are being created against things 
that do not represent any tangible value, and gold reserves 
are disregarded, that we face inflation in its classic form. 
Indeed, with us that inflation took place, when govern- 
ment securities to the extent of approximately one and a 
hcdf billions became the basis for Federal Reserve bank 
loans, even though, due to particularly fortunate circum- 
stances, we were able to preserve a remarkably strong gold 
protection. (This was only possible, however, because at the 
beginning of the war we had a vast gold treasure waste- 
fully decentralized, in scattered bank reserves, or in actual 
circulation, and because we were able to concentrate this gold 
effectively, and to add to it a billion dollars which came to us 
from foreign countries.) It is of the utmost importance that 
we realize the fundamental — though in protracted wars un- 
avoidable, — ^part played by government borrowing in causing 
inflation. I can hardly perceive that inflation could have 
taken place in any country enjoying a modern elastic and 
well administered banking system, if government printing 
presses could have been prevented from doing their nefarious 
work. 

We must clearly bear in mind the three different stages in 
the process of war inflation : first, rising prices caused by the 
precipitate demands for goods by the government and ac- 
companied by disorganized production; second, depreciation 
of money caused by the process of rapidly increasing the 
national debt (in form of bonds or currency) in advance of the 
country's saving power; and finally, inordinate bank credit 
expansion, degenerating into inflation as a consequence of the 
dilution of reserve money and circulation through direct or 
indirect government loans. It is true that as bank-credit in- 
flation progresses, it, in turn, becomes an active factor in 
depreciating the value of money and in boosting prices. But, 
to my mind, this development is the evil counter-effect of the 
other two, not, as some economists appear to think, the pri- 
mary cause. 
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You may ask: why lose so much time in this analysis of 
causes and effects? Because the word inflation, though covering 
a multitude of sins, is often used as designating one diseasa, and 
as a consequence, there are many that seek relief in one single 
remedy, while it is all-important to grasp it as firmly as pos- 
sible that Mr. World is not suffering from any otie particular 
sickness, but from several. He is at present like a patient 
suffering from a broken leg, a toothache, and an attack of 
pneumonia. The three things combine to make him feel 
miserable, but each ailment must have a separate cure. 

Increase of government indebtedness must be arrested, and 
national budgets must be balanced, by reduction of expendi- 
tures and increase of revenues. (Indeed, wherever possible, 
a gradual amortization of government loans must be aspired 
after.) 

The inordinate demand for things must be met by increased 
production and by greater moderation in the extravagant con- 
sumption of goods. 

Banking inflation must be combated by an earnest attempt 
to reestablish and preserve the healthy check placed upon us 
by a conscientious observance of our gold obligations, which 
implies a stricter control over bank loans and a greater effort 
to liquidate excessive loans, commercial and governmental, by 
savings. 

The world as a whole must tighten its belt if there is to be 
enough for all. That belt is a strict control of credit without 
which the world will continue to gorge itself and inflate. 

While to the layman rising or falling gold reserves may serve 
as the most impressive gauges from which readily to judge to 
what extent our banking situation gains or loses in strength, 
as a more reliable standard to indicate banking expansion, 
and its effect on price levels, we should at this juncture rather 
watch, the item "total investments" in the Federal Reserve 
statements. We might be forced to export hundreds of 
millions of gold, seeing our gold reserves correspondingly re- 
duced thereby, and still be justified in continuing to do our 
business without disturbance or alarm ; our general position of 
overtowering strength remaining unaffected, due to the large 
debts the world owes us as a whole. On the other hand we 
niight gain several hundred millions of gold, which would in- 
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crease our gold reserves, but we should not be inveigled there- 
by into establishing lower interest rates or into encouraging a 
planless increase of the Federal Reserve banks item of " total 
investments," which would involve further banking and price 
inflation. Larger gold holdings would simply indicate that 
we should have accumulated greater strength for the possibility 
of such expansion provided that, in due time, it could be based 
upon the natural growth and the solid foundation of increased 
production and actual savings.^ It must be our first concern 

1 It is obvious that this paper could not possibly presume to give an ex- 
haustive or scientific survey of the whole problem. I am dealing with the 
question of inflation only as it affects modern central bank countries. In 
these, a loss or gain of gold does not automatically increase or decrease 
inflation. The potentiality of greater expansion or contraction is increased 
in each case, but the powers and the discretion of those in charge o£ the 
system play an important r61e in determining the immediate effect. In a 
primitive country, having nothing but a plain gold circulation and little or 
no deposit banking, an influx or outgo of gold might have an immediate 
effect on prices. Conditions are vastly different in countries with elastic 
note issues and immense deposit structures (approximately $42,000,000,000 
in the United States) where the basic gold dollars (estimated at less than 
three billions) form only a very small amount when compared with the 
superimposed pyramid of credit dollars (circulation, deposits, bills, checks, 
etc.). It appears extremely doubtful that by giving a smaller or larger 
gold content to these basic dollars as far-reaching results could actually be 
obtained in the direction of stabilizing prices as are expected by the pro- 
ponents of the plan of stabilizing the doUar. 

They claim that the weakness just outlined could be remedied by pursuing 
a reserve and banking policy strictly in line with the basic gold policy as 
directed by index numbers. They concede that in case of extraordinary fluc- 
tuations stabilization would break down as soon as it should be necessary to 
suspend gold payments, indeed that it would have broken down during the 
war and that it would probably precipitate an earlier collapse of gold 
standards in future cases of abnormal strains. I believe that most students 
of the plan agreed furthermore, that if it could be taken up at all, it would 
have to be on international lines. In that case, it would appear most im- 
probable, however, that even in the case of minor fluctuations Central banks 
could carry into actual effect a plan likely to involve a simultaneous demand 
for additional gold on the part of many countries, or, failing to secure 
gold, a simultaneous determined effort to contract outstanding note issues 
in the countries affected. That, indeed, is the very thing Central banks 
would probably be unable to bring about in such times. To illustrate, let 
us suppose that England and we had stabilized the pound sterling and the 
dollar a year ago. In order to hold prices on the stabilized level, it would 
have been necessary for both to increase their gold holdings, and having 
found it impossible to draw gold in sufficient quantities from the rest of the 
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however to get the world back upon a basis of normal pro- 
duction and if it should become imperative for that purpose 
temporarily further to expand — ^then, I believe, and only then, 
should we be prepared to make an exception to this rule and 
permit it. When an engine reaches the dead point, we often 
have to reverse it in order to get the train started in the right 
direction. When we have a weak customer, who owes us a 
great deal of money, we sometimes have to loan him more in 
order to enable him to get over his difficulties and pay us back. 
In other words, we must arrest planless inflation, caused by 
hysterical competition and crazed speculation and extravagance, 
and husband our resources so that we may use them cour- 
ageously when we know for certain that expansion is devoted 
to purposes that ultimately will bring a cure; that it is a 
definite means towards a definite essential and constructive 
end which, in this case is to arrest the endless rise of prices and 
to prepare the way for ultimate deflation. 

It is important, however, to recognize that inflation will 
only capitulate if a concerted attack is made from all the three 
sides I have described. Banking contraction alone cannot ef- 
fectively be brought to bear if the government continues to 

world, they would have had to attempt a reduction of their currencies so as 
to increase the percentage of the gold cover to a degree corresponding to 
the rise in index numbers. But we must ask ourselves how could they have 
succeeded in actually reducing their outstanding currencies? Both countries 
as a matter of fact have been striving for that result and failed. Does an 
announcement of the intention to stabilize give the material power to do so 
to any larger extent than our present wish and will to arrest inflation ? By 
what means could governments be expected to reduce outstanding curren- 
cies? The answer is: by raising the necessary funds through increased 
taxation and by cancelling a corresponding amount of circulating notes. 
But does the will to stabilize force legislatures or enable countries to raise, 
or submit to, additional taxation in order to cover their deficiencies any 
more than the present will to arrest inflation? We doubt it, and doubt it 
very seriously. 

Bearing in mind that the stabilization plan does not promise any protec- 
tion against the fluctuations caused by aoy abnormal stress; bearing in 
mind, moreover, that if carried into effect it would involve the rescinding 
of all existing sacred pledges to pay "in gold of the present weight and 
fineness," bearing in mind furthermore the additional difliculties and 
■doubts I have just outlined, and others that it would lead too far here to 
discuss, I believe very strongly that the practical advantages to be gained 
<io not outweigh the disturbances, dangers and disappointments that, to my 
mind, would follow from its adoption. 
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increase its indebtedness in payment of current deficiencies, nor 
can it succeed unless production is increased. By attempting 
to curb loan expansion and government issues, we may at best 
prevent a further rise of prices but we cannot hope substan- 
tially to reduce prices if, in addition, we do not manage ma- 
terially to increase production; unless, indeed, consumption 
be decreased to a larger extent than at present appears possible. 

And this leads us to another very obvious conclusion, which 
is that, with labor conditions what they are and extravagance 
being what it is, it is foolish to expect that the few countries 
living in fairly undisturbed economic and social conditions 
could speed up their lagging production to a degree sufficient 
to make up the deficiency caused by the voluntary or enforced 
idleness of countries involving more than 200,000,000 people 
in Europe. 

The world before the war had become one closely inter- 
related economic unit. The products of the mines of Chile 
and Norway had become as important components of European 
and North American industrial life, as Brazilian coffee and 
Chinese tea had grown to be integral parts of our diets, and 
Manchester or Chemnitz goods had become necessaries in the 
lives of the Chilean and Australian. Two countries, geogra- 
phically remote from one another, might face ruin or starva- 
tion unless they could exchange foodstuffs or coal, or other 
goods or matericils. The war, and the social upheaval follow- 
ing in its wake, have brought about drastic changes in the 
relative positions of capital and labor. The latter, in the 
future, will insist upon a larger share in the results from its 
work — and will claim this larger share, moreover, for a 
smaller return in work. 

In the face of these circumstances is not the inference all 
the more inevitable that it is idle for us to assume that we could 
get the world back into a condition where goods seek the 
market more than the market seeks the goods, in other words, 
that we may come to see an era of receding prices, until the 
entire world returns to a fairly normal state of production and 
interchange. Until that is done, the demand for goods will 
dominate the situation ; and as long as the demand for goods 
reigns supreme, labor will have the whip hand both as to wages, 
and the services it is willing to render at any price. We cannot 
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expect to get control over wages and prices (nor can construc- 
tive labor master its own difficulties) until the world as a 
whole puts its house in order and until labor in Europe com- 
petes again with labor over here. 

It is quite evident that such glaring disparities as at present 
exist between our own prosperity and the acute suffering in 
some parts of Europe in the long run will not be permitted to 
prevail. Unless we indulge in the impossible assumption that 
peoples can be caged up, so that they may perish of disease 
or starvation without disturbing their neighbors, we must 
expect that by sheer force of necessity these hungry and desper- 
ate hordes will come over here in order to share with us our 
own plenty and opportunities. Some twenty or forty millions 
of additional immigrants, to be fed and clothed by us, would 
quickly solve a substantial part of our problem of placing our 
excess production. Would such extreme development, how- 
ever, be the most economical, the most humane and, for us, 
the most desirable solution; and, if it is not, what is the 
alternative ? 

Over here we have a shortage of labor and an over-supply 
of raw materials. Over there, Europe has an excess of labor 
and a shortage of raw materials. We have high wages; 
Europe has lower wages. We have too much food; Europe 
starves. We are the world's creditor; Europe is in our debt 
and has not the means with which to settle. Is not the logical 
solution of this problem that our capital should go right into 
the countries that at present most need a helping hand? 
Instead of increasing certain plants in our country where there 
is a shortage of labor and higher prices would it not be logical 
that we assist in putting into operation similar plants in coun- 
tries with excess labor and lower prices, where, in consequence 
of the unprecedented depreciation of their exchanges, in 
some cases we could buy factories or properties at a fraction 
of what it would cost to reproduce them here? Is it not 
obvious that by furnishing European countries with raw 
materials and credits, we would help them to restart their 
economic life and place them in a position where they can pay 
their just debts and where, in the long run they can work their 
way back to approximately the same standard of living they 
enjoyed before the world was thrown into the turmoil of war? 
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The ways in which this could best be done would differ 
according to the varying political, social and economic condi- 
tions of the countries affected. In some the usual methods of 
granting short-term banking credits and of buying securities, 
foreign or their own, may still be applicable. In others, where 
foreign exchanges are subject to violent fluctuations, or where 
the local currencies have become so depreciated that in world 
markets they have practically lost their purchasing power, it 
might be indicated to combine the sale on credit of raw ma- 
terials with a contract for the sale of the finished articles, into 
which the raw materials are to be converted. In others it 
may prove the best solution to buy part ownerships in exist- 
ing factories or plants. 

There never was an opportunity for an undertaking more 
tempting from the economic point of view and more ap- 
pealing as a work of healing the wounds that a crazed 
world has inflicted upon itself. Governments have shown that 
they are capable to direct, and that they can unite in directing, 
the work of destruction. In cooperative work of reconstruc- 
tion, most governments, so far, have shown themselves dismal 
failures. The bulk of that work (barring relief to be given to 
peoples facing extirpation or decimation by starvation, disease 
or economic ruin) will have to be carried on not by the gov- 
ernments, but primarily, as it would seem, by the direct initia- 
tive of the peoples. 

One could fill a large volume in discussing the question of 
private enterprise vs. government operation. It has well been 
said that either our political and economic problems must be- 
come smaller or our leaders must become bigger. Tested by 
billion dollar and one hundred million people units, the human 
genius and capacity of the present generation has been weighed 
and found wanting. Speaking by and large, I think, there- 
fore, we should beware of drawing any government into 
activities it could in fairness avoid. The larger the govern- 
ment's scope of operations, the larger must be the number of 
billions it must raise. Excessive taxation is a wasteful and 
uneconomic procedure, because it continuously withdraws funds 
from points where they have converged for productive purposes 
and at once scatters them again. It is a violent and haphazard 
process of distribution, — funds often being taken from those 
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that produce in order to be placed in the hands of those that 
waste — and at best it involves a long continuous and costly 
interruption of the flow of money into the channels of pro- 
duction. Moreover, whenever the government's expenditure 
moves ahead of the country's saving power, this distribution 
takes the form of inflation. 

Inflation, as we all know, is the crudest and unfairest method 
of taxation. It arbitrarily decimates entire classes of the most 
valuable elements of our population and blindly enriches others, 
amongst whom are those who gamble and profiteer in the very 
things the world most urgently requires. The heavier a coun- 
try's burden of expenditure and the vaster the volume of 
funds it must collect and distribute, the more drastically does 
it interfere with the healthy development of private enter- 
prise and the nearer does it draw to the fatal abyss of so- 
called " socialization " or " nationalization." 

Bearing these circumstances in mind, one cannot but follow 
with genuine alarm the impending danger of seeing the gov- 
ernment committed to an expenditure of more than $1,500,- 
000,000 involved in the contemplated soldiers' bonus legisla- 
tion. It threatens to lead to the alternative of overtaxation, 
or increased Treasury borrowing of a temporary or more per- 
manent character. In one form or another it would, there- 
fore, lead to inflation or disturbance and delay the ultimate 
adjustment. 

In closing permit me to sum up the practitioner's advice 
in the case, as follows : 

We must fight inflation with all the means at our disposal : 

First by arresting the further increase of government in- 
debtedness and, if possible, by reducing it; 

Second, by trying to call a halt on further bank credit and 
note-issue expansion, destroying thereby the atmosphere of 
easy money and paper prosperity that makes for individual 
and corporate extravagance and fosters discontent amongst 
the masses and renders them disinclined to give their full 
measure of work. In doing this we must boldly tackle the 
most difficult task of curbing the production of unessentials 
and of stimulating the production of essentials ; 

And finally, we must fight rising prices by stimulating essential 
production, not only here but also abroad, which means that we 

(126) 



No. I] INFLATION AS A WORLD PROBLEM 127 

must furnish Europe with the materials required in order to 
rehabilitate her industries so that once more she may become 
self-supporting. As far as this involves the granting of further 
credits, it should be our determined purpose to provide them 
from our savings; if we are incapable or too irresponsible to 
accomplish this, we must submit to paying for the unsaved 
balance by inflation. That would prove, as we have seen, a 
wasteful and highly regrettable alternative, but it is easier for 
us to bear the sacrifice than for Europe. Moreover, by curb- 
ing extravagance it is in our own hands to counteract the evil 
effect of such loans. Irrespective, however, of the moral or 
humane issues involved, from the purely selfish and practical 
point of view, we know that unless we help Europe to preserve 
her industries and social institutions, we may not ourselves hope 
to regain control over prices and wages ; and social unrest and 
disorder in Europe are bound to throw their shadows across 
the Atlantic and the Pacific. 

Further inflation, carefully measured and applied, may 
thus become a painful remedy in case we fail to master 
our extravagance. Obviously, we must not permit the dose 
to be made one single grain heavier than the most con- 
scientious study, and our most determined efforts to avoid 
it entirely, may warrant. This duty of carefully restrict- 
ing to the minimum this measure of our support is an even 
graver one with regard to its recipients than with respect to 
its givers. For European countries of today are staggering 
under the load of their debts ; any new obligation adds further 
to their burden, and increases the difficulties of their ultimate 
recovery. Support must, therefore, be restricted to the 
minimum that would remain as an imperative and irreducible 
requirement after a country abandons its vicious war habit of 
printing notes and obligations in order to cover current de- 
ficiencies, and after it arrests the flow of easy money and credit 
that encourage extravagance. For no good purpose could be 
served by pouring water into a tank without a bottom. 

Mr. World cannot be cured by fake patent medicines, but 
only by sound habits of hard work and thrift. Moreover, Mr. 
World must remain conscious of the fact that his body has many 
component parts, all of which must be brought to their normal 
functions before once more he will feel truly comfortable and 
happy. 
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Sir Auckland Geddes expressed this thought in a recent 
speech when he said: 

Until Europe is herself again, our own conditions cannot be normal, and 
the problem of restoring Europe is largely bound up with the fate of Ger- 
many, Austria and Eussia. 

Our relation to Europe as a whole is not different from that of 
England to the Continent 

In other words in solving the problem, the same rules apply 
to us all. If, in order to help Europe to return to a basis of 
order and increased production, we are to tighten our own 
belt and save, or, failing that, to bear the additional burdens of 
inflation, Europe herself must do her share whole-heartedly 
in bringing about that result. We can help Europe to regain 
her productive powers only as European countries help one 
another in that respect. 

With that great force and straightforwardness which we 
have learned so deeply to admire, Signor Nitti said : 

War and peace are not only facts. They are states of mind. The 
trouble with the world to-day is that it is still in a war state of mind. It 
must get into a peace state of mind. The war is over. Let's have peace. 
Every man and nation must produce to the utmost. Without real peace the 
nations cannot produce. 

No truer words have been said. Even though, through a 
pitiful combination of circumstances we, of all nations, are 
technically still at war, and thereby forced to stand aside at 
the very moment when we should be leaders in the front rank, 
the all-important fact remains that the war has been ended 
since a year and a half, and that reconstruction and peace must 
at last become an actuality amongst the nations. Not until a 
clear and practicable program is laid down for Europe's future 
economic life, and not until our own relation thereto has been 
definitely established, shall we reach a basis on which America 
will be able to throw herself confidently and unreservedly into 
the task. 

Encouraging progress in this regard appears to have been 
made at San Remo during the last week and it is to be hoped 
that the next two months will at last bring a definite and clear 
basis for a world at peace. No more auspicious moment could 
have been chosen for the convening of an International Finan- 
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cial Conference, now called together by the League of Nations 
for the end of May, at which these puzzling economic and 
financial problems are to be discussed by experts from all the 
countries affected. It is greatly to be wished that the United 
States, officially or unofficially, may be represented at this 
gathering. A full and frank disclosure of prevailing condi- 
tions in lending and borrowing countries will convey to all 
participants the much needed information concerning basic 
facts, without which a comprehensive remedial action cannot 
be confidently undertaken. It will acquaint the borrowing 
countries with the limitations of possibilities, and the difficul- 
ties, prevailing in lending countries. On the other hand, closer 
knowledge of progress already made in some of the borrowing 
countries would instill greater confidence on the part of the 
lender, while, in other cases, it would impress the would-be 
borrower with the necessity of taking certain measures pre- 
requisite in order to enable the lender to render support. My 
own feeling is that the conference will find that requests for 
direct financicil relief on the part of governments will form a 
comparatively unimportant part of its recommendations. I 
believe that the conference is likely to reach the conclusion 
that the main role of governments at present will be, — to use a 
slang expression, — to remove " the monkey-wrenches that have 
been thrown into the machinery." It is uncertainty, disor- 
ganization, and obstruction that hurt Europe more at this time 
than lack of raw materials and credits. If governments will 
cooperate in eliminating these obstacles, I believe that most of 
the very grave difficulties, now existing, and still to be met as 
we progress, can be overcome by individual effort and in- 
genuity. It may become necessary, for that purpose, to or- 
ganize private enterprise to act in large national units, and 
these in turn may have to group themselves internationally for 
the purpose of combined cooperation ; but I can well imagine 
that all of this can be brought about with comparatively little 
direct financial support on the part of governments, but with 
their unreserved moral backing and sympathy. 

I should, furthermore, hope that our representatives would 
come back from the conference with a message inspiring enough 
to give us the impulse — sadly gone to pieces since the Armistice 
— for a common plan of action in finance and business. Think 
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what we might be able to do today if the billions absorbed by 
speculative and unessential enterprises had been used to pay 
for Liberty Bonds (which in some years from now will prove 
to have been a better speculation at present prices than many 
stocks) and if in bank portfolios we could have replaced war 
paper by a corresponding amount of bankers' acceptances. But 
how could we expect to free half a billion of dollars, with 
which thus to finance raw materials and goods moving to and 
from all parts of the world, if million-dollar crack-apartment- 
houses, oil speculations, corners in motor stocks, and the like, 
are permitted indiscriminately to absorb available credits and 
investment funds, even though the loans of our commercial 
banks during the last 1 1 months show the alarming increase of 
25 per cent. It is true that we are tired of governmental regu- 
lation and paternalism, but they can safely be avoided in pres- 
ent circumstances only if voluntary regulation and self-discipline 
will assert their influences in combating financial anarchy. 
The conference could not fail to make emphatic recommenda- 
tions concerning what is to be deemed " essential " and " un- 
essential " for the general good, and I hope that their findings 
may arouse us over here to common action in that respect. 

The experts would probably agree on the further conclusion 
that the case before them is so complex that any broad rule 
adopted will have to be applied with discretion, taking into 
careful consideration the particular conditions of each coun- 
try. Furthermore, they may be relied upon to be in accord 
upon the advisability of not depriving a patient of his crutches 
before he may be able to walk. 

When once the problem is thoroughly understood in all 
its intricate phases, and when a clear and practical program is 
adopted assuring the old world's future peace and prosperity, 
I have the abiding faith that America will do her duty towards 
Europe honorably and fully. 

From aristocratic ages we have taken over the old beautiful 
saying: Noblesse oblige. Translated into plain democratic 
American language it means that we cannot seclude our- 
selves and aspire to live in wealth and contentment, while the 
rest of the world suffers poverty, starvation and distress. If 
we were willing to accept that position, we could no longer 
keep our heads high as citizens of the United States when in the 
future we gaze into the eyes of our fellow-men. 
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It would be a tragic irony of fate if the most unselfish and 
most generous effort ever made by a nation should lead to such 
a pass. That outcome is unthinkable. No matter how much 
at present we falter and flounder, that ultimately we shall rise 
to the standards of our proud traditions, nobody can doubt who 
knows and trusts in the fair-mindedness and self-respect of the 
American people. 
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